s 

355.6 

L72dma 

1992 


•    ■         •i...iam»«» 


January  1993 


ice  of  the  Legislative  Auditor 

state  of  Montana 

Report  to  the  Legislature 

Financial-Compliance  Audit 

For  the  Two  Fiscal  Years  Ended  June  30,  1992 


Department  of  Military  Affairs 

This  report  contains  recommendations  for  improvement  in  the 
department's  operations.   Items  addressed  in  the  report  include: 

*■      Accounting  for  fixed  assets. 

*■      Management  coordination  and  communication. 


STATE  doc(j:^/ients  collection 

MAi  i :-  12S4 


MONTANA  STATE  LIBRARY 

1515  E.  6th  AVE. 
HELENA,  MONTANA  59620 


fi      \^. 


92-22 


Direct  comments/inquiries  to: 
Office  of  the  Legislative  Auditor 
Room  135,  State  Capitol 
Helena,  Montana  59620 


...jiiiill 

3  0864  1001   897»   * 


FINANCIAL-COMPLIANCE  AUDITS 


Financial-compliance  audits  are  conducted  by  the  Office  of  the  Legislative  Auditor  to  deter- 
mine if  an  agency's  financial  operations  are  properly  conducted,  the  financial  reports  are  pre- 
sented fairly,  and  the  agency  has  complied  with  applicable  laws  and  regulations  which  could 
have  a  significant  financial  impact.  In  performing  the  audit  work,  the  audit  staff  uses  stand- 
ards set  forth  by  the  American  Institute  of  Certified  Public  Accountants  and  the  United  States 
Genera!  Accounting  Office.  Financial-compliance  audit  staff  members  hold  degrees  with  an 
emphasis  in  accounting.  Most  staff  members  hold  Certified  Public  Accountant  (CPA) 
certificates. 

The  Single  Audit  Act  of  1984  and  OMB  Circular  A- 128  require  the  auditor  to  issue  certain 
financial,  internal  control,  and  compliance  reports  regarding  the  state's  federal  financial 
assistance  programs,  including  all  findings  of  noncompliance  and  questioned  costs.  This 
individual  agency  audit  report  is  not  intended  to  comply  with  the  Single  Audit  Act  of  1984 
or  OMB  Circular  A- 128  and  is  therefore  not  intended  for  distribution  to  federal  grantor 
agencies.  The  Office  of  the  Legislative  Auditor  issues  a  statewide  biennial  Single  Audit 
Report  which  complies  with  the  reporting  requirements  listed  above.  The  Single  Audit  Report 
for  the  two  fiscal  years  ended  June  30,  1991  has  been  issued.  Copies  of  the  Single  Audit 
Report  can  be  obtained  by  contacting: 
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Helena,  MT  59620 
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The  Legislative  Audit  Committee 
of  the  Montana  State  Legislature: 

This  is  our  financial-compliance  audit  report  on  the  Department  of  Mili- 
tary Affairs  for  the  two  fiscal  years  ended  June  30,  1992.   Included  in  this  report 
are  recommendations  concerning:   proper  recording  of  fixed  assets,  management 
coordination  and  communication,  and  allocation  of  operating  budget  changes. 

We  thank  the  Adjutant  General  and  his  staff  for  their  assistance  and 
cooperation. 

Respectfully  submitted, 


A.  Seacat 
Legislative  Auditor 
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Summary  of  Recommendations 


This  listing  below  serves  as  a  means  of  summarizing  the  recommendations  contained  in  the  report, 
the  department's  response  thereto,  and  a  reference  to  the  supporting  comments. 


Recommendation  #1 


Recommendation  #2 


Recommendation  #3 


Recommendation  #4 


Recommendation  #5 


We  recommend  the  department  continue 

its  efforts  to  ensure  fixed  assets 

are  properly  recorded  on  the  state's 

accounting  records 5 

Agency  Response:  Concur.  See  page  B-3. 

We  recommend  the  department  review 

personnel  duties  to  improve  controls 

over  transactions  processed  on  the 

state's  accounting  system 7 

Agency  Response:  Concur.  See  page  B-3. 

We  recommend  the  department  establish 

procedures  to  ensure  timely  payments 

in  accordance  with  state  law 7 

Agency  Response:  Concur.  See  page  B-4. 

We  recommend  the  department: 

A.  Enforce  its  policy  on  processing 
travel  reimbursement. 

B.  Eliminate  duplicate  employee 

leave  records 9 

Agency  Response:  Concur.  See  page  B-4. 

We  recommend  the  department  allocate 

approved  operating  budget  changes  on  SBAS 

in  accordance  with  state  law 10 

Agency  Response:  Concur.  See  page  B-4. 
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Introduction 


Introduction 


We  performed  the  financial-compliance  audit  of  the  Department 
of  Military  Affairs  for  the  two  fiscal  years  ended  June  30,  1992. 
The  objectives  of  the  audit  were  to: 

1.  Determine  if  the  department  complied  with  applicable 
state  and  federal  laws  and  regulations  which  could  have  a 
significant  effect  on  the  financial  schedules. 

2.  Recommend  improvements  in  the  management  and  inter- 
nal controls  of  the  department. 

3.  Determine  if  the  department's  financial  schedules  fairly 
present  the  results  of  operations  for  the  audit  period. 

4.  Determine  the  implementation  status  of  prior  audit 
recommendations. 

This  report  contains  five  recommendations  to  the  department. 
These  recommendations  address  areas  where  the  department  can 
improve  internal  controls,  accounting  procedures,  and  compli- 
ance with  laws  and  regulations.   In  accordance  with  section  5- 
13-307,  MCA,  we  analyzed  and  disclosed  the  cost,  if  significant, 
of  implementing  the  recommendations  in  this  report. 

Areas  of  concern  deemed  not  to  have  a  significant  effect  on  the 
successful  operations  of  the  department  are  not  specifically 
included  in  the  report,  but  have  been  discussed  with 
management. 


Background 


The  department  was  created  under  the  Executive  Reorganization 
Act  of  1971.  The  department  consists  of  the  Montana  National 
Guard,  Centralized  Services,  Disaster  and  Emergency  Services, 
and  Veterans'  Affairs  Divisions. 


The  Montana  National  Guard  Division,  also  referred  to  as 
Adjutant  General,  is  authorized  approximately  54  full-time 
equivalent  (FTE)  positions.   The  division  administers  the  Army 
National  Guard  and  the  Air  National  Guard  programs,  and 
provides  trained  and  equipped  military  personnel  in  the  event  of 
a  state  or  national  emergency. 
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Centralized  Services  Division  (CSD)  is  authorized  approximately 
five  FTE.   CSD  is  the  primary  administrative  support  organiza- 
tion for  the  department,  including  financial  management, 
budgeting,  personnel,  communications  supervision,  and  other 
administrative  activities.  CSD  is  responsible  for  the  expenditures 
of  the  administration  program,  as  reported  on  the  financial 
schedules  on  pages  A-7  and  A-8. 

Disaster  and  Emergency  Services  Division  (DBS)  is  responsible 
for  the  preparation,  implementation,  and  maintenance  of  plans 
and  programs  for  the  state's  emergency  operations  in  the  event 
of  a  disaster.   The  Disaster  Coordination  and  Response  program 
ensures  proper  distribution  of  all  federal  disaster  relief  funds  to 
public  entities  as  authorized  by  presidential  disaster  declarations. 
The  Emergency  Management  Development  program  supplements 
the  Disaster  Coordination  and  Response  program  in  preparing 
and  updating  local  and  state  emergency  preparedness  plans.   This 
division  is  authorized  22  FTE  and  administers  both  the  expen- 
diture programs  identified  above  and  the  Local  Civil  Defense 
Reimbursement  and  the  Disaster  Relief  Fund  programs. 

The  Veterans'  Affairs  Division  (VA)  is  authorized  approximately 
19  FTE  and  is  responsible  for  assisting  Montana's  veterans  and 
dependents  in  obtaining  veterans'  benefits.   The  division  pro- 
vides information  on  benefits,  guidance  on  completing  veterans' 
administration  forms,  and  referral  to  other  agencies.  The  divi- 
sion administrator  is  hired  by  and  reports  to  the  Board  of 
Veterans'  Affairs.  The  board  is  appointed  by  the  governor  with 
the  consent  of  the  senate.  The  division  is  attached  to  the 
department  for  administrative  purposes.  The  division  is  respon- 
sible for  the  VA  program  expenditures. 

In  addition  to  the  Montana  Department  of  Military  Affairs 
activity,  other  Montana  National  Guard  activities  are  directly 
funded  by  the  federal  government.   According  to  department 
officials,  federal  funding  for  the  Air  and  Army  National  Guard 
during  federal  fiscal  year  1990-91  was  approximately  $30  mil- 
lion and  $43  million,  respectively.   These  funds  were  used  for 
National  Guard  personnel  salaries  and  training  and  to  purchase 
equipment. 
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Prior  Audit  Recommendations 


Prior  Audit  Our  office  performed  the  department's  financial-compliance 

Recommendations  audit  for  the  two  fiscal  years  ended  June  30,  1990.   The  report 

contained  eight  recommendations  still  applicable  to  the  depart- 
ment.  We  determined  the  department  implemented  five,  par- 
tially implemented  two,  and  did  not  implement  one  of  the 
recommendations. 


The  recommendations  which  were  partially  implemented  relate 
to  property,  plant,  and  equipment  and  recording  the  depart- 
ment's operating  budget  in  accordance  with  state  law,  discussed 
on  pages  4  and  9,  respectively. 

The  recommendation  not  implemented  concerns  compliance  with 
state  leave  laws  and  policies  when  granting  leave  to  the  Montana 
Air  National  Guard  firefighters.  The  department  did  not  imple- 
ment our  recommendation  since  the  issue  is  currently  in  litiga- 
tion. The  department  follows  the  labor  agreement  it  has  with  the 
International  Association  of  Firefighters  Local  #3261,  which 
department  personnel  stated  does  not  conform  with  state  laws 
and  policies.  The  department  believes  current  statutes  do  not 
take  into  consideration  circumstances  such  as  the  Montana  Air 
National  Guard  firefighters.   Depending  on  the  outcome  of  the 
litigation,  the  department  intends  to  request  an  Attorney 
General's  Opinion  in  order  to  resolve  this  issue.  Since  the  issue 
is  currently  in  litigation  and  the  department  is  actively  address- 
ing our  concern,  we  make  no  further  recommendation  at  this 
time. 
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Findings  and  Recommendations 


Properly,  Plant,  and 
Equipment 


The  state  maintains  a  Property  Accountability  Management 
System  (PAMS).  This  system  allows  agencies  to  manage  and 
account  for  the  state's  investment  in  fixed  assets.  The  purpose 
of  PAMS  is  to  establish  accountability  and  ensure  safeguarding 
for  fixed  assets.   We  reported  problems  in  the  department's 
accounting  for  fixed  assets  in  each  of  our  last  five  audit  reports. 
The  department  concurred  with  our  recommendations  related  to 
recording  fixed  assets  in  each  of  those  audit  reports.   During 
fiscal  year  1991-92,  department  personnel  started  procedures  to 
correct  problems  noted  during  pervious  audits  and  ensure  fixed 
assets  were  recorded  on  PAMS  in  accordance  with  state  policy. 
However,  the  project  was  not  completed  by  fiscal  year-end 
1991-92.   As  a  result,  the  amounts  recorded  for  fixed  assets  on 
the  state's  accounting  records  for  fiscal  year  1991-92  are 
incorrect. 


Department  personnel  removed  all  fixed  assets  recorded  on 
PAMS  with  the  intention  of  evaluating  each  item  to  determine 
the  proper  cost  and,  if  necessary,  reentering  the  item  on  PAMS 
with  the  proper  cost.   A  list  of  state  owned  buildings  was 
obtained  from  the  department's  Facilities  Management  Office 
and  values  assigned  to  each  building.  The  buildings  were  then 
recorded  on  PAMS  at  replacement  value.   According  to  state 
policy,  buildings  must  be  recorded  on  PAMS  at  original  cost. 
This  resulted  in  an  overstatement  of  approximately  $15  million 
in  the  department's  building  account.  Department  personnel 
stated  they  were  not  aware  of  the  requirement  to  record 
buildings  at  original  cost. 

In  analyzing  its  land,  the  department  determined  only  3  of  the  37 
parcels  of  land  owned  by  the  department  were  recorded  on 
PAMS.  The  department  could  not  obtain  the  original  cost  of  this 
land  prior  to  fiscal  year-end  1991-92  and,  therefore,  did  not 
record  any  land  on  the  state's  accounting  records.   Department 
personnel  are  currently  working  on  assigning  values  to  all  parcels 
of  land  and  preliminary  estimates  indicate  the  cost  of  land  was 
approximately  $330,000. 
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Findings  and  Recommendations 


The  department  began  a  physical  inventory  of  its  equipment 
during  May  of  1992.   The  department  recorded  equipment 
purchased  during  fiscal  year  1991-92  on  PAMS.   Due  to 
problems  encountered  in  assigning  values  to  older  equipment  for 
which  the  original  cost  was  no  longer  available,  equipment 
purchased  prior  to  fiscal  year  1991-92  with  an  estimated  value  of 
approximately  $600,000  was  not  recorded  on  PAMS  by  fiscal 
year-end  1991-92. 

Over  the  years,  department  personnel  have  given  a  variety  of 
reasons  for  the  lack  of  proper  fixed  asset  reporting.   The  central 
points  in  each  explanation  have  been  that  department  personnel 
did  not  know  the  department  was  responsible  for  recording  the 
fixed  assets  on  the  accounting  records  and  that  personnel  did  not 
have  adequate  training  to  know  how  to  properly  record  fixed 
assets.   As  suggested  in  our  prior  audit,  the  department  assigned 
an  individual  this  responsibility  and  contacted  Department  of 
Administration,  Accounting  Bureau  for  assistance  in  recording 
its  fixed  assets  on  PAMS.  The  department  currently  is  working 
at  completing  inventory  procedures  begun  in  fiscal  year  1991-92 
and  anticipates  its  fixed  assets  will  be  recorded  properly  on  the 
state's  accounting  records  by  fiscal  year-end  1992-93. 


Recommeiidation  #1 

We  recommend  the  department  continue  its  efforts  to 
ensure  fixed  assets  are  properly  recorded  on  the  state's 
accounting  records. 


Management 
Coordination  and 
Communication 


The  Centralized  Services  Division  (CSD)  was  created  in  order  to 
coordinate  accounting  functions  and  improve  internal  controls. 
CSD  has  established  controls  and  procedures  to  comply  with 
applicable  state  laws  and  policies.   However,  due  to  coordination 
and  communication  problems  within  the  department,  some  of  the 
accounting  functions  still  operate  in  a  decentralized  manner. 
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Findings  and  Recommendations 


As  discussed  in  the  following  sections,  we  noted  the  department 
could  improve  compliance  with  established  electronic  data 
processing  controls,  timeliness  of  payments  to  vendors,  and 
payroll  policies  and  procedures. 


Electronic  Data  Processing  The  Department  of  Administration  established  the  on-line  edit 

Controls  and  entry  system  for  state  agencies  to  record  transactions  on  the 

state's  accounting  system.   Access  controls  to  this  system  were 
designed  to  ensure  the  integrity  of  computer  generated  data.   A 
user  identification  number  and  password  are  required  in  order  to 
access  the  on-line  edit  and  entry  system.   The  identification 
number  identifies  the  user,  whereas  the  password  is  known  only 
by  the  user  in  order  to  reduce  the  risk  of  unauthorized  access. 
When  properly  implemented,  the  on-line  edit  and  entry  system 
ensures  one  person  cannot  enter  and  approve  the  same  document. 

During  the  audit,  we  noted  one  employee  obtained  another 
employee's  password  in  order  to  input  and  approve  daily  trans- 
actions for  a  two-week  period.   Department  personnel  stated 
additional  staff  was  not  available  to  input  or  approve  these 
transactions  due  to  unusual  circumstances.   The  state  specifically 
established  a  control  in  the  on-line  edit  and  entry  system  so  that 
one  individual  could  not  enter  and  approve  a  transfer  warrant 
claim.   However,  since  the  employee  had  another  user's  password 
the  control  was  circumvented. 

This  control  allows  for  an  independent  review  and  approval  of 
the  transaction.  Since  the  employee  input  and  approved  trans- 
actions, errors  and  irregularities  may  not  have  been  detected. 
We  reviewed  transactions  processed  during  this  period  and  did 
not  note  any  problems.   The  department  could  coordinate  all 
accounting  functions  under  an  employee  responsible  for  cross- 
training  employees  to  ensure  a  proper  segregation  of  duties  is 
maintained  when  employees  are  absent.   The  department  should 
establish  backup  procedures  to  ensure  employees  do  not  need  to 
circumvent  controls  in  order  to  complete  their  required  duties. 
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Findings  and  Recommendations 


Recommendation  #2 

We  recommend  the  department  review  and  assign  staff 
duties  to  improve  controls  over  transactions  processed  on 
the  state's  accounting  system. 


Timeliness  of  Payments  Section  17-8-242,  MCA,  requires  state  agencies  to  pay  invoices 

within  30  days  of  the  receipt  of  properly  completed  invoices. 
We  reviewed  three  months  during  the  audit  period  and  noted 
48  percent  of  the  department's  Facilities  Management  Office 
(FMO)  invoices  were  not  received  by  CSD  in  time  for  the 
department  to  comply  with  state  law.   Payment  for  these  bills 
ranged  from  one  month  to  several  months  after  the  due  date. 
Further  review  of  the  payments  disclosed  that  payment  was 
made  by  CSD  within  two  to  six  working  days  after  receipt  of  the 
bill  from  FMO. 

The  invoices  go  through  a  review  process  at  FMO  prior  to  being 
forwarded  to  CSD.   According  to  FMO  personnel,  the  process  is 
slow  since  employees  and  vendors  do  not  in  all  instances  provide 
FMO  with  the  necessary  information  to  determine  if  the  bill  is 
reasonable.   Responsible  personnel  also  stated  payment  of 
invoices  is  not  a  priority  on  their  list  of  duties.   Department 
officials  should  revise  priorities  of  its  employees  to  ensure 
compliance  with  state  law. 


Recommendation  #3 

We  recommend  the  department  establish  procedures  to 
ensure  timely  payments  in  accordance  with  state  law. 
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Findings  and  Recommendations 


Payroll  Policies  and  CSD  is  responsible  for  the  department's  payroll  as  part  of  its 

Procedures  accounting  functions.   CSD  inputs  the  biweekly  payroll  for 

department  employees,  which  is  then  processed  through  the  State 
Auditor's  Office,  State  Payroll  Department.   During  the  audit, 
we  noted  the  following  concerns  in  regard  to  the  centralization 
of  the  department's  payroll  function. 

State  Payroll  established  a  system  to  track  taxable  travel  pay- 
ments.  Since  the  State  Auditor's  Office  is  responsible  for 
reporting  this  information  for  tax  purposes,  it  strongly  recom- 
mended state  agency's  use  the  payroll  system  due  to  the  taxable 
nature  of  these  payments.   The  department  chose  to  process 
employee  travel  expense  vouchers  through  the  payroll  system. 
The  department  established  procedures  requiring  its  divisions  to 
submit  employee  travel  vouchers  to  CSD  biweekly  along  with 
employee  payroll  information.   During  the  audit  we  noted  the 
Disaster  and  Emergency  Services  Division  (DES)  does  not  submit 
employee  travel  expense  vouchers  with  its  payroll  to  CSD. 
According  to  DES  personnel,  travel  expense  vouchers  are  reim- 
bursed using  a  state  warrant  since  they  received  complaints  from 
the  employees  on  the  length  of  time  it  took  for  reimbursement  to 
process  through  payroll.   DES  personnel  stated  manual  records 
are  maintained  in  order  to  properly  report  taxable  travel  to  State 
Payroll  at  the  end  of  each  calendar  year. 

We  also  noted  DES  maintains  manual  leave  and  excess  leave  bal- 
ance records.   Information  contained  in  these  records  is 
generated  from  the  computer  records  maintained  by  CSD. 
According  to  DES  personnel,  these  records  are  maintained  to 
answer  employee  questions. 

Additional  tracking  of  this  information  results  in  a  duplication 
of  effort,  since  the  department  has  established  systems  to  address 
these  issues. 
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Findings  and  Recommendations 


Recommendation  #4 

We  recommend  the  department: 

A.  Enforce  its  policy  on  processing  travel  reimburse- 

ment. 


B. 


Eliminate  duplicate  employee  leave  records. 


Allocation  of  Operating 
Budget  Changes 


Section  17-7-138,  MCA,  states  each  operating  budget  must 
include  expenditures  for  each  program  detailed  at  least  by  the 
categories  of  personal  services,  operating  expenses,  equipment, 
benefits  and  claims,  grants,  transfers,  and  local  assistance.   The 
department  is  required  to  record  this  operating  budget  or  plan 
and  any  approved  changes  on  the  Statewide  Budgeting  and 
Accounting  System  (SBAS).   In  the  previous  audit  report,  we 
recommended  the  department  establish  procedures  to  ensure 
compliance  with  state  law  relating  to  recording  of  operating 
budgets. 

The  department  recorded  its  approved  operating  budget  on 
SBAS;  however,  the  department  did  not  allocate  approved  budget 
changes  totalling  $95,748  in  fiscal  year  1991-92  to  the  level  of 
detail  required  by  state  law.  Since  the  approved  operating 
budget  changes  were  not  allocated  to  the  proper  budget 
categories  on  SBAS,  some  individual  categories  appear  overspent, 
when  in  fact  the  total  appropriation  balance  was  positive  at  fiscal 
year-end.   Department  officials  stated  the  required  detail  was 
not  recorded  on  SBAS  due  to  time  constraints.   By  not  allocating 
the  approved  budget  changes  to  the  above  categories,  the 
potential  exists  to  overspend  authorized  budget  categories. 
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Findings  and  Recommendations 


Recommendation  #S 

We  recommend  the  department  allocate  approved  operating 
budget  changes  on  SBAS  in  accordance  with  state  law. 
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Independent  Auditor's  Report 
&  Agency  Financial  Schedules 
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Summary  of  Independent  Auditor's  Report 


Summafy  of  Indepen-  The  financial  schedules  are  prepared  from  the  Statewide  Budget- 

dent  Auditor's  Report  ing  and  Accounting  System  (SBAS),  without  adjustments  for 

errors  noted  during  the  audit.  The  auditor's  opinion  issued  in 
this  report  is  intended  to  convey  to  the  reader  of  the  financial 
schedules  the  degree  of  reliance  which  can  be  placed  on  the 
amounts  presented.   We  issued  an  unqualified  opinion  on  the 
department's  financial  schedules  for  the  two  fiscal  years  1990-91 
and  1991-92.   An  unqualified  opinion  indicates  the  schedules  are 
fairly  stated  in  all  material  respects  and  the  user  can  rely  on  the 
information. 
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STATE  OF  MONTANA 


LEGISLATIVE  AUDITOR: 
SCOTTA.  SEACAT 

LEGAL  COUNSEL: 

JOHNW.  NORTHEY 


^liitt  xif  iht  '^t^h\vdi\xt  ^uhiix^x 


STATE  CAPITOL 

HELENA,  MONTANA  59620 

406/444-3122 


INDEPENDENT  AUDITOR'S  REPORT 


DEPUTY  LEGISLATIVE  AUDITORS: 

MARY  BRYSON 
Operations  and  EDP  Audit 

JAMES  GILLETT 
Financial-Compliance  Audit 

JIM  PELLEGRINI 
Performance  Audit 


The  Legislative  Audit  Committee 
of  the  Montana  State  Legislature: 

We  have  audited  the  accompanying  financial  schedules  of  the  Department 
of  Military  Affairs  for  each  of  the  two  fiscal  years  ending  June  30,  1991  and  1992, 
as  shown  on  pages  A-5  through  A-1 1.   The  information  contained  in  these  sched- 
ules is  the  responsibility  of  management.   Our  responsibility  is  to  express  an 
opinion  on  these  financial  schedules  based  on  our  audit. 

We  conducted  our  audit  in  accordance  with  generally  accepted  auditing 
standards.   Those  standards  require  that  we  plan  and  perform  the  audit  to  obtain 
reasonable  assurance  about  whether  the  financial  schedules  are  free  of  material 
misstatement.   An  audit  includes  examining,  on  a  test  basis,  evidence  supporting 
the  amounts  and  disclosures  in  the  financial  schedules.   An  audit  also  includes 
assessing  the  accounting  principles  used  and  significant  estimates  made  by  manage- 
ment, as  well  as  evaluating  the  overall  financial  schedule  presentation.   We  believe 
that  our  audit  provides  a  reasonable  basis  for  our  opinion. 

As  described  in  note  1  to  the  financial  schedules,  the  department's  financial 
schedules  are  presented  on  a  comprehensive  basis  of  accounting  other  than  gen- 
erally accepted  accounting  principles.  The  schedules  are  not  intended  to  be  a 
complete  presentation  and  disclosure  of  the  department's  assets  and  liabilities. 

In  our  opinion,  the  financial  schedules  referred  to  above  present  fairly,  in 
all  material  respects,  the  results  of  operations  and  changes  in  fund  balances  of  the 
Department  of  Military  Affairs  for  the  two  fiscal  years  ending  June  30,  1991  and 
1992,  in  conformity  with  the  basis  of  accounting  described  in  note  1. 

Respectfully  submitted, 

James  Gillett,  CPA 
Deputy  Legislative  Auditor 


September  29,  1992 
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DEPARTMENT  OF  MILITARY  AFFAIRS 

SCHEDULE  OF  CHANGES  IN  FUND  BALANCES 

FOR  THE  TWO  FISCAL  YEARS  ENDED  JUNE  30.  1992 


General  Fund 


Special 

Revenue 

Funds 


FUND  BALANCE:  July  1,  1990 

ADDITIONS 
Fiscal  Year  1990-91 
Budgeted  Revenue  &  Transfers  In 
Nonbudgeted  Revenue  &  Transfers  In 
Support  From  State  of  Montana 
Prior  Year  Revenue  Adjustments 
Prior  Year  Expenditure  Adjustments 

Fiscal  Year  1991-92 
Budgeted  Revenue  &  Transfers  In 
Nonbudgeted  Revenue  6e  Transfers  In 
Direct  Entries  to  Fund  Balance 
Support  From  State  of  Montana 
Prior  Year  Revenue  Adjustments 
Total  Additions 


$   (16.817) 


3, 

,960,522 

2.485 

2 

,735,893 

55,560 

9,781 

21,992 

4, 

,151,683 

67,268 

184, 194^ 

2 

,216,644 

I 

45.234 

5_ 

.216.265 

.234.991 

REDUCTIONS 
Fiscal  Year  1990-91 

Budgeted  Expenditures  &  Transfers  Out 
Cash  Transfers  Out 


2,748,159 


3,374,900 
374,664  2 


Fiscal  Year  1991-92 

Budgeted  Expenditures  &  Transfers  Out 

Prior  Year  Expenditure  Adjustments 

Cash  Transfers  Out 

Direct  Entries  to  Fund  Balance 

Total  Reductions 


2,458,040 
10,066 


5.216.265 


3,765,790 
152,031 
342,946  2 
184.194  1 

8.194.525 


FUND  BALANCE:  June  30,  1992 


23.649 


See  note  6, 
See  note  7. 


This  schedule  is  prepared  from  the  Statewide  Budgeting  and  Accounting 
System.  Additional  information  is  provided  in  the  notes  to  the  financial 
schedules  beginning  on  page  A- 9. 
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DEPARTMENT  OF  MILITARY  AFFAIRS 


SCHEDULE  OF  BUDGETED 

REVENUE  & 

TRANSFERS  IN  • 

ESTIMATE  &  ACTUAL 

FOR  THE 

TWC 

1  FISCAL  YEARS  ENDED  JUNE 

30.  1992 

Federal 

Indirect 

Cost 

Recoveries 

Licenses 
and 
Permits 

Grants, 
Contracts, 
Donations 

Income 
Collections 
&  Transfers    Federal 

Total 

Fiscal  Year  1991-92 

GENERAL  FUND 
Estimated  Revenue 
Actual  Revenue 
Collections  Over 
(Under)  Estimate 

$  500^ 
0 

$(500) 

$  22,500 
12.290 

$(10,210) 

$  3,000 
5.840 

$  2.840 

$  5,516,040 
4.133.553 

$(1,382,487) 

$      500 
0 

$      (500) 

SPECIAL  REVENUE  FUND 
Estimated  Revenue 
Actual  Revenue 
Col  lections  Over 
(Under)  Estimate 

$  5,541.540 
4.151.683 

$(1,389,857) 

Fiscal  Year  1990-91 

GENERAL  FUND 
Estimated  Revenue 
Actual  Revenue 
Col  lections  Over 
(Under)  Estimate 

SPECIAL  REVENUE  FUND 
Estimated  Revenue 
Actual  Revenue 
Col  lections  Over 
(Under)  Estimate 


$  500' 
0 


$      500 

0 

$      (500) 

$10,000 
1.687 

$  12,000 
0 

$  5,451,250 
3.958.835 

$  5,473,250 
3.960.522 

$(8,313) 

$(12,000) 

$(1,492,415) 

$(1,512,728) 

See  note  5. 


This  schedule  is  prepared  from  the  Statewide  Budgeting  and  Accounting  System.  Additional  information  is  provided 
in  the  notes  to  the  financial  schedules  beginning  on  page  A-9. 
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DEPARTMENT  OF  MILITARY  AFFAIRS 

SCHEDULE  OF  BUDGETED  PROGRAM  EXPENDITURES  BY  OBJECT  AND  FUND 

FOR  THE  FISCAL  YEAR  ENDED  JUNE  30.  1992 


PERSONAL  SERVICES 
Salaries 

Employee  Benefits 
Total 


Army 
National 
Administration    Guard 


$205,307 

47.118 

252.425 


$  277,460 

70.291 

347.751 


Air 

Disaster 

Emergency 

National 

Coordination 

Management 

Local       Veterans 

Guard 

Response 

Development 

Reimbursenient-Des  Affairs 

$  823,794 

225.294 

1.049.088 


$335,187 

75.622 

410.809 


$214,671 

49.894 

264.565 


$  375,259 

94.311 

469.570 


Disaster 
Fund 

$  39,561 

5.074 

44.635 


Total 

$2,271,239 

567.604 

2^838,843 


OPERATING  EXPENSES 
Other  Services 
Supplies  &  Materials 
Communications 
T  rave  I 
Rent 

Utilities 

Repair  &  Maintenance 
Other  Expenses 
Total 


75,679 

52,054 

123,255 

16,765 

26,027 

7,551 

18,037 

5,247 

4,488 

4,875 

2,919 

295,159 

618 

14,493 

7,726 

3,761 

16,151 

37,519 

24,635 

7,450 

16,012 
633,746 

304,709 

1,633 

555,267 

173,591 

3,492 

2,023 

10.078 

10.376 

1.602 

1.041 

1.242 

109.071 


1.596.802 


609.022 


77.798 


66.528 


13,646 

307,426 

5,851 

264 

46,313 

16,641 

421 

337,977 

25,820 

4,549 

112,435 

4,732 

28,194 

277 

938,732 

4,097 

740,103 

580 

24.919 

71.644 


5.234 


2.536.099 


EQUIPMENT  AND  INTANGIBLE  ASSETS 
Equipment 
Intangible  Assets 
Total 


8,049 

511 
8.560 


9,182 


9.182 


4,792 


4.792 


8,597 

819 

9.416 


2,939 


2.939 


33,559 

1.330 

34.889 


CAPITAL  OUTLAY 
Bui Idings 

Other  Improvements 
Total 


90 

23.110 
23,200 


90 
23.110 
23.200 


LOCAL  ASSISTANCE 
From  State  Sources 
Total 


261.163 
261.163 


261.163 
26L163 


GRANTS 

From  Federal  Sources 
Total 


527.166 
527.166 


527.166 
527.166 


BENEFITS  &  CLAIMS 
To  Individuals 
Total 


2.470 
2.470 


2.470 


2.470 


TOTAL  PROGRAM  EXPENDITURES 


$372.526 


$1.953.735 


$1,662,902 


U88.607 


$340.509 


$527.166 


$  567.353 


$311,032 


$6.223.830 


GENERAL  FUND 
Budgeted 
Actual 
Unspent  Budget  Authority 

SPECIAL  REVENUE  FUND 
Budgeted 
Actual 
Unspent  Budget  Authority 


$377,850 

372.526 

$  5.324 


$  848,508 

817.634 

$   30,874 


$1,559,546 

1.136.101 

$  423.445 


195,231 

189.418 

5.813 


$1,531,622 

1.473.484 

$   58.138 


$256,952 

255.084 

$  1.868 


$354,761 

340.509 

$  14.252 


$  542,625 

533.907 

$   8,718 


$  69,506 

33.446 

$  36,^060 


$680,798 

311.032 
$369,766 


$2,881,127 

2.458.040 
$  423.087 


$4,342,560 

3.765.790 

$  576.770 


This  schedule  is  prepared  from  the  Statewide  Budgeting  and  Accounting  System.  Additional  information  is  provided  in  the  notes  to  the  financial  schedules  beginning 
on  page  A-9. 
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DEPARTMENT  OF  MILITARY  AFFAIRS 

SCHEDULE  OF  BUDGETED  PROGRAM  EXPENDITURES  BY  OBJECT  AND  FUND 

FOR  THE  FISCAL  YEAR  ENDED  JUNE  30.  1991 


PERSONAL  SERVICES 
Salaries 
Hourly  Wages 
Employee  Benefits 
Total 


Administration 

$126,653 

25.939 
152.592 


Army 

Air 

Disaster 

Emergency 

National 

National 

Coordination 

Mgmt 

Local 

Guard 

Guard 

Response 

Development 

Re i mbursement - Des 

$     296,835 

75.447 
372.282 


$  703,749 


185,262 


$317,597 


889.011 


69.496 
387.093 


$168,914 

38.337 
207.251 


Veterans' 

Affairs 

$  339,092 
39 

81.740 
420.871 


Disaster 
Fund 

$426,331 

60.866 
487.197 


Total 

$2,379,171 

39 

537.087 

2.916.297 


OPERATING  EXPENSES 
Other  Services 
Supplies  &  Materials 
Communications 
Travel 
Rent 

Utilities 

Repair  &  Maintenance 
Other  Expenses 
Total 

EQUIPMENT  AND  INTANGIBLE  ASSETS 
Equipment 
Intangible  Assets 
Total 


5,798 

123,457 

125,935 

13,302 

26,860 

3,792 

21,250 

1,915 

5,285 

5,205 

2,384 

312,120 

618 

16,348 

10,257 

3,046 

7,854 
29,696 

26,031 
20 

22,239 

42,682 

562,495 

359,246 

1,309 

438,635 

138,402 

4,048 

3,059 

1.794 

24.192 

2.878 

1.342 

649 

60.805 


1,082 

397 

1.479 


1.519.699 


24,979 
8 

24,987 


628.994 


66.376 


68,269 


10,020 

4,653 

310,025 

9,175 

1,003 

47,625 

17,026 

205 

358,958 

29,219 

34,492 

122,881 

4,513 

22,389 

56,618 

229 

964,652 

4,178 

341 

589,972 

464 

598 

31.917 

74.824 


1,211 


63.681 


1.211 


2.482.648 


27,272 

405 

27,677 


LOCAL  ASSISTANCE 
From  State  Sources 
From  Federal  Sources 
Total 

GRANTS 

From  Federal  Sources 
Total 

BENEFITS  &  CLAIMS 
To  Individuals 
Total 

TOTAL  PROGRAM  EXPENDITURES 

GENERAL  FUND 
Budgeted 
Actual 
Unspent  Budget  Authority 

SPECIAL  REVENUE  FUND 
Budgeted 
Actual 
Unspent  Budget  Authority 


$214.876 


$216,590 

214.876 

$  1,714 


2,^280 


2.280 


$1.919.248 


$  960,965 
946.476 
$   14.489 


$1,093,046 

972.772 

$  120.274 


$1.518.005 


$  168,849 

157.404 

$   11.445 


$1,464,199 

1.360.601 

$  103,598 


$453.469 


$235,098 

227.073 

$  8.025 


$312,462 

226.396 

$  86,066 


$275.520 


$294,122 

275.520 

$  18,602 


$  525.566 
525.566 


$  525.566 


$1,686,400 
525.566 

$1.160.834 


$  496,906 


$  483,900 

482.861 

$   1.039 


$  45,202 

14.045 

$  31.157 


145,833 

22.758 

168.591 


$719^469 


$978,562 

719.469 

$259.093 


145,833 

22.758 

168,591 


525.566 
525.566 


2.280 
2.280 


$6.123.059 


$3,043,964 

2.748.159 

$  295,805 


$4,895,431 

3.374.900 

$1.520.531 


This  schedule  is  prepared  from  the  Statewide  Budgeting  and  Accounting  System.  Additional  information  is  provided  in  the  notes  to  the  financial  schedules  beginning  on 
page  A-9. 
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Notes  to  the  Financial  Schedules 

For  the  Two  Fiscal  Years  Ended  June  30,  1992 


1.  Summary  of  Significant 

Accounting  Policies 


Basis  of  Accounting 


The  department  uses  the  modified  accrual  basis  of  accounting,  as 
defined  by  state  accounting  policy,  for  its  Governmental  Funds. 
In  applying  the  modified  accrual  basis,  the  department  records: 


Revenues  when  it  receives  cash  or  when  receipts  are 
measurable  and  available. 

Expenditures  for  valid  obligations  when  the  department 
incurs  the  related  liability  and  it  is  measurable. 

Expenditures  may  include:  entire  budgeted  service  contracts 
even  though  the  department  received  the  services  in  a 
subsequent  fiscal  year;  goods  ordered  with  a  purchase  order 
before  fiscal  year-end,  but  not  received  as  of  fiscal  year-end; 
and  equipment  ordered  with  a  purchase  order  before  fiscal  year- 
end. 

State  accounting  policy  also  requires  the  department  to  record 
the  cost  of  employees'  annual  leave  and  sick  leave  when  used  or 
paid. 


Basis  of  Presentation 


The  financial  schedule  format  is  in  accordance  with  the  policy  of 
the  Legislative  Audit  Committee.  The  financial  schedules  are 
prepared  from  the  Statewide  Budgeting  and  Accounting  System 
without  adjustment.  Accounts  are  organized  in  funds  according 
to  state  law.  The  department  uses  the  following  funds: 


Governmental  Funds 


General  Fund  -  to  account  for  all  financial  resources  except 
those  required  to  be  accounted  for  in  another  fund. 


Special  Revenue  Fund  -  to  account  for  proceeds  of  specific 
revenue  sources  legally  restricted  to  expenditures  for  specific 
purposes.   Department  Special  Revenue  Funds  include  Air  and 
Army  National  Guard,  Federal  Emergency  Management  Assis- 
tance, and  Veterans'  Cemetery  and  License  Plate  Fees. 
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Notes  to  the  Financial  Schedules 


Annual  and  Sick  Leave 


Employees  at  the  department  accumulate  both  annual  and  sick 
leave.  The  department  pays  employees  for  100  percent  of 
unused  annual  and  25  percent  of  unused  sick  leave  credits  upon 
termination.   Accumulated  unpaid  liabilities  for  annual  and  sick 
leave  are  not  reflected  in  accompanying  financial  schedules.  The 
department  absorbs  expenditures  for  termination  pay  in  its 
annual  operational  costs.   At  June  30,  1992  the  department  had  a 
liability  of  $281,297. 


Pension  Plan 


Employees  are  covered  by  the  Montana  Public  Employees' 
Retirement  System  (PERS).  The  department's  contributions  to 
PERS  were  $125,090  in  fiscal  year  1990-91  and  $143,889  in 
fiscal  year  1991-92. 


General  Fond  Balance 


The  General  Fund  is  a  statewide  fund.   Agencies  do  not  have  a 
separate  General  Fund  since  their  only  authority  is  to  pay  obli- 
gations from  the  statewide  General  Fund  within  their  appropri- 
ation limits.  Thus,  on  an  agency's  schedules,  the  General  Fund 
beginning  and  ending  fund  balance  will  always  be  zero. 


Indirect  Costs 


State  law  requires  agencies  to  attempt  to  recover  indirect  costs  to 
the  largest  extent  possible.   Each  year  the  department  establishes 
a  revenue  estimate  for  federal  indirect  cost  recoveries  and 
applies  for  money  from  the  federal  government.   In  fiscal  years 
1990-91  and  1991-92,  the  federal  government  indicated  no 
money  was  available.   As  a  result  the  revenue  estimate  appears 
on  the  schedule  of  revenue  for  each  year  but  no  collections  were 
recorded  either  year. 


Direct  Entries  to  Fund 
Balance 


The  federal  government  reimburses  the  department  for 
employees  working  on  federal  projects.  The  reimbursement  is 
based  on  each  employee's  hourly  rate  plus  a  benefit  additive. 
Over  the  years,  the  benefit  additive  has  accumulated  in  the 
Special  Revenue  Fund,  since  the  actual  expenditures  were  made 
from  the  General  Fund.   During  fiscal  year  1991-92,  the 
department  reverted  $183,131  to  the  General  Fund. 
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Notes  to  the  Financial  Schedules 


7. 


Cash  Transfer 


The  department  receives  these  funds  from  the  federal 
government.  The  majority  of  the  funds  are  transferred  to  the 
Department  of  Administration,  Architecture  and  Engineering 
Division  for  repair  and  maintenance  of  the  armories. 


8.         Litigation  -  Firefighters 


The  department  is  currently  involved  in  a  lawsuit  concerning 
employment  benefits  and  wages  of  a  group  of  firefighters  at  the 
Montana  Air  National  Guard  in  Great  Falls.   The  liability  issue 
submitted  to  the  district  court  was  decided  against  the  state  in 
January  1992.  The  trial  on  the  damage  aspects  of  the  issues  was 
completed  on  October  7,  1992.   As  of  December  4,  1992,  the 
court  had  not  rendered  a  decision.   Legal  counsel  for  the  state 
believes  the  damages  could  total  $280,000,  including  attorney 
fees. 
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STAN  STEPHENS,  GOVEBNOH 
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December  21,  1992 


Mr.  Scott  A.  Seacat 

Legislative  Auditor 

Office  of  the  Legislative  Auditor 

State  Capitol 

Helena,  MT 

Dear  Mr.  Seacat, 
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Below  are  our  responses  to  your  final  report  on  the  audit  of  this 
Department  for  inclusion  in  the  published  report.  I  would  like  to 
take  this  time  to  thank  the  Legislative  Auditor's  staff  for  their 
hard  work  and  assistance  they  provide  this  office.  Teamwork  makes 
for  a  better  state  operation  as  is  shown  by  the  effort  and  the 
product  put  forth  by  our  two  staffs. 

Recommendation  #1 

We  recommend  the  department  continue  its  efforts  to  ensure  fixed 

assets  are  properly  recorded  on  the  state's  accounting  records. 


Department  Reply: 

We  concur  and  will  continue  our  effort  of  compliance. 

be  in  total  compliance  by  February  16,  1993. 


We  expect  to 


Recommendation  #2 

We  recommend  the  department  review  and  assign  staff  duties  to 
improve  controls  over  transactions  processed  on  the  state's 
accounting  system. 

Department  Reply: 

We  concur.     Through  our  continued  efforts  to  centralize  the 

accounting  functions  staff  duties  will  be  reviewed  and  assigned  so 

proper  controls  exist  in  regards  to    accounting  transactions 

processed. 
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Recommendation  #3 

We  recommend  the  department  establish  procedures  to  ensure  timely 

payments  in  accordance  with  state  law. 

Department  Reply: 

We  concur  and  have  established  a  procedure  that  allows  the 
approving  authority  no  more  than  15  days  of  time  before  submitting 
the  claim  to  Centralized  Services  for  payment  who  will  then  make 
payment  within  five  working  days. 

Recommendation  #4 

We  recommend  the  department: 

A.  Enforce  its  policy  on  processing  travel  reimbursement. 

B.  Eliminate  duplicate  employee  leave  records. 

Department  Reply: 

A.  Processing  for  travel  reimbursement  is  now  consistent  for  all 
employees  through  Central  Payroll. 

B.  Duplicate  leave  records  are  no  longer  maintained. 

Recommendation  #5 

We  recommend  the  department  allocate  approved  operating  budget 

changes  on  SBAS  in  accordance  with  state  law. 

Department  Reply: 

We  concur.   From  this  point  on  the  proper  allocations  will  be  made 

and  maintained. 


Sialcerely, 


Majo^  General,  MT  National  Guard 
The  Adjutant  General 
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